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CENTRAL INTELLIGENGE AGENCY 
Directorate of tnggifigence 
2 June E6T 


INTELLIGENCE MEMORANDUM 


The Effect of tha: ¢ 


on Communiat ; “; ‘oreign Trade 


Summary : 

The cultural revolutign in Communist China has not 
yet had an appreciable effect on the volume and pattern of 
foreign trade, in 1966, the volume of foreign trade rose 
by 12 percent to $4.2 billion in Line with the general re« 
covery of the domestic economy. The pronounced shift to 
Free World trading jainate continued, and the Free 
World's share in China's trade rose to 73 percent. The 
one significant effect of the cultural revolution on foreign 
trade wau the sharp cutback in overseas remittances in the 


last four months of 1956. 
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56 dna 10 496) » Che Aeksced Gi the revelnion on Gaus 
appear limited to remittances and a possible tightening 
in export supplies of chemicals and textiles, Early 
returns on trade in 1967 from seven of China's major 
Free World trading partners indicate that China's exports 
to these countries increased by a reapectable 10 percent. 
A continuation of the revolution at ite present pace, bow- 
ever, would gradually impair export capabilities, increase 
the need for importe of grain, and, in general, increase 


the importance of Free Werld trade and credits. 
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Background 
3. The cultural revolution broke out in the open in 


late 1965, epilled over inte the economy in August 1966 
with the appearance of the militant Red Guards, and wae 
formally extended to factories and farms in December 
1966. The regime almost immediately had ie remedy 
the resulting excesses, but in spite of calls for both 
‘producition and revolutien," political turmoil has con~ 
tinued to affect the orderly opexation of the economy 
during 1967. 

2. The effects af the cultural revolution on the 
Chinese economy were first apparent in the last quarter 
of 1966 when industrial production began a gradual 
decline. Thin decline bas carried over into the first 
half of 1967. Agriculture bas also been subject to dis- 
ruptionn, although the extent of the damage waits on an 


assesment of the forthcorning spring harvests. 
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3. Many of the effects of the cultural revolution 
on foreign trade will lag behind the general economic | 
effects, for example, the gradually reduced capabilities 
of export industries. An immediate effact of the revolu- 
tion is confusion in the planning of iicich vende and 
delay in negotiation for purchases of foreign machinery 
and foodstuffs. However, thia effect will net be. re~ 
flected in current foreign trade data which, of course, 
deal with completed shipments of goods rather than with 
inquiries and contracts fex future delivery. A third 
effect on foreign trade «« hits in the composition and 
geographical distribution of trade ws also will be re- | 
flected only after & considerable period of aie: 

Jump in Trade in 1966 | 

4. Cormrmunist China's foreign trade grew by an 

estimated 12 percent in 1964, to $4.2 billion compared 


with $3.3 billion in 1965, ae indicated in Table 1. This 
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substantial increase followed two years of even sharper 
xises (averaging 18 percent) and reflected the continuing 
recovery of the Chinese economy from the near«disastrous 
Leap Forward. The annual data for 1964 could of course 
mask difficulties occurring in the final quarter, However, 
all of the available evidence relative to foreign trade 
aclivity supports the general conchusion that the cultural 
revolution during this period did not significantly disrupt 
Chinese Comrauniat foretgn trade. 
Continund Shitt to Pree Werld | 

5. Chinn's trade with the Free World rose by an 
estimated 13 percent in 1966, whereas trade with Com- 
munist countries fe off by perhaps 4 percent. Conse~ 
quently, the Free. world's share in China's trade rose to 
73 percent. Japan strengthened its lead as China’s major 
trading partner and now accounts for one-seventh of 


China's total trade. Hong Kong took over second place 
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from thy USSR, although practlesaly all Hong Kong's trade 
is one way, i.6., imports from China, (Table 2 presents 
the volune of China's trade with leading partners for 1965 


and 1966.) 


6. Armong Western European couttries, West Germany 


and France moved ahead of the United Kingdom in 1964 ae | 
the leading sources of Chinese imports. - Trade with South 
and Southeast Asia and the Middle East roses moderately 
during the year while trade with Latin American countries 
showed little meas. After i iase tise in 1965, trade 
with African countries declined in 1966, apparently because 
of China's setbacks in foreign policy in that area. Sino- 
Soviet trade fell by 23 percent, to the lowest level aince 
1950. Deliveries by China to North Vietnam rose to $95 
million in 1966, compared with $70 million in 1965. 

Grain imports Down, Machinery Up 

7. China's imports of grain declined from 6.2 million 


tone te aiscut 3,3 million tens in 1966. In contrast, China 
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increased imports of mactlaasy, fertilizer, and finished 
steel. ‘There was a sharp rise in importa frorm Japan 

| and Western Europe of machinery, equipment, and 
acientifi.c instruments that play ax important role in 


China's modern weapons programs, ¢ 


 Coumodity Composition of Imports / 
"1965-66 


wr MAL lion U8 _$ 
Total 86 
Agricultural products 162. 
Grain 00 
Industrial materials - | §99 
Fertilisers 
chihary and equipnent 355 
Other imports 160 
a. tate are rounded to the nearest $5 mil- 
lion. Because of rounding, components may 


not add to the totalg shown. 
o. Preliminary estinates. 
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Agricultural Exports Rise 
3. China's sales of foodstuffs and various crude 


agricultarsl products increased markedly in 1966. Other 
categorice of exports showed emaller gains, Textile 
gales may have continued to decline in 1966, again be~- 


cause of reduced sales te the USSR. 


Commodity Composition of Exports a/ 
1965~66 


65. ge Bf 
Tota! 3.995 2,155 
Agricultural products 835 1,010 
Hooda - = 5h5 G0 
Industrial mterials 290 330 
Textiles kes 400 
Other amcanecines goods 355 ky 


a. lata are rounded to the nearest $5 miliion. 
Because of rounding, components may not add to the 
totale shown. 

b. Preliminary estimates. 
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Drop in Overssas Remittances 
9. The valy direct impact of the cultural revolu- 

tion on the behance of payments noted in 1966 was the 
sharp cutback in overseag saidances in the last four 
months of 1966, As a set remittances for the year 
reached only an estimated $43 million compared with 
$50 million fer 1965. A plus factor was the switch in 
the trade balance with the Free World, from a deficit 
in 1965 to & small surplus in 1966. The export surplus 
in China's trade with bcsutat countrige declined 
principally because China's trade balance with the USSR 
reversed fram an export surplas in 1965 to an import 
surplus in 1966. 
Credit Situation 

16. Because of China's conservative policies and 
reluctance to depend on foreign assistance, ali of the 


credits thus far have been short~terrn. As a result, 
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Ghina hag been faced with a large volume of repayments 
each year, and in 1964, when a ase repayment on grain 
credits Jeli due, payroents probably equalled or exceeded 
drawing. Long-term credits which would defer repay- 
ments for ten or more years would be more to China's 
advantage. The leadership, hewever, has a practical - 
concern for the long-run payments position and especially 
for the possibility that requirements for Western grain 
may rien in the near fubere. Should China reyerée its 
position and seek long-term credits, Western European 
countries and Japan probably would make such credits 
available. The cultural revolution apparentiy has not 
jeopardized China's ability to obtain long-term eredite, 
but admittedly the wiiiagenae of Free World nations to 
advance large credite has not really been put to the test. 
Trade Developments in 1967 | 

ll. ‘early returns for 1967 are available from seven 


of China's trading partners, which accounted for about 
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6} poveant of China's exporta te wad 54 percent of China's 
imports from the Free World in 1966. As shown in 
Table 3, China's imports from these countries declined 
by 2 percent, while exports to these countries increased 
by 10 percent, compared with the same period in 1966. 
While no broad conclusions can be drawn from these in- 
complete data, the cae eens: apparently has had 
only a slight effect on China's trade with its principal 
Free World trading paxtners in the firat quarter of 1967, 
12. Trade agreements concluded during late 1966 
and the first four montha of 1967 do not indicate substantial 
changes in China's 1967 trade, ond, despite some difficul~ | 
ties during January and February, contracts with Western 
businessmen are now being placed at a normal pace, 
Contracts concluded at the annual Canton Trade Fair in 
April 1947 appear to have reached the levels of previous 


years. ‘The recent disturbances in Hong Song have not so 
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far had feedback effects on the mainland economy; 
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Share and Composition of Trade asin 1967 
14, The Free World share of China's trade probably 

will srow sligitly in 1967 because of growth in trade with 
the courtries of Western Europe and a further reduction 
in Sino-Seviet trade. Sino-Japanese trade probably will 
not continue the rapid growth of the past few years be- 
cause Japanese markets cannot peaaily MBaoTb aaditionat 
Chinese goods. 

“15, | The composition of China's trade in 1947 is 
hot expected to show substantial ehanges over 1966. 
Grain contracts for the firat six mouths are down 
slightly, compared with the same period in 1966. The 
volume of fertilizer contracted for in 1967 is more than 
docpapebne higher than 1966 purchases; however, ag a 
result of shrewd Chinese bargaining with Western 
Europein and Japanese producers, the veins of these 
fertilizer contracts ie only slightly higher than the eati- 


mated value of $180 million for 1966 imports. Orders 
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placed during 1956 for the whole plant and other capital 
equipment to be delivered in 1967 and later were sub- 
stantially lower than during the previous two years. 
Negotiations for the DEMAG steel complex were sus+ 
pended during the last half of 1966 and did not resume 
until agen 1957. Machinery and equipment imperte in 
1967, however, are expected to Increase over 1966 on 
the strength of orders placed during 1965. Early con~ 
tracte with Japan and early trade returns from a few 
Western European countries indicate a probable elow~ 
down in the growth of China's agricultural experts during 
1967. 
No Immediate Economic Crisis 
16. There is now very little evidence of forward 
“movernent in the Chinese Caommuniet economy and some 
indication of a gradual decline in economic efficiency. 


During s\pril and May, political turmoll aasecciated with 
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the cultural revolution continued to interfere with the 
erderly operation of the Chinese economy. The excesses 
of the revolution, which threatened serious economic dis- 
locations in early 1957, have been largely brought to an 
end, bul administrative confusion and sporadic dierup- 
tions to industry and transport continue to plague the 
economy. Even though the decline in industrial produc- 
tion noted in the fourth quarter ef 1964 and the first 
quarter of this year will probably continue at least through 
mid-1967, there does not appéar to be any danger of an 
immediate economic crisis. The revolution appears to 
have had no effect on agriculture in 1956 and ite effects in 
1967 will be difficult to asaces until harvest time early 
this summer. 
Prospects. 

1%. There appear to be three general courses which 


the cultural revolution could take in the near future. If 
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the revelution were to intensify and result in lengthy dis- 
erders on the scale of the excesses of January 1967, the 
effects an foreign trade would be immediate. Production 
and ahiyaient of Chinese goods for export would sharply 
decline, and imports arriving in Chinese ports would only 
slowly xmove on to connignens. The leadership at present 
appeara to be unwilling is allow such an intensification, 
largely because of the January 1967 experience. 

13. If the leadership decided to drop the priority 
now accorded to the cultural revolution and return to the 
more pragmatic policies of 1961-65, it is possible that 
there would be little diacernible effect on the auehe of 
foreign ida: in effect, neither the excesses of the turn 
of the year nor the drift which has marked the economy 
Since that time would have been great enough to disturb 
the pattorns of foreign trade. However, we think it un- 
likely that Mao Tae-bung would peeepe the repudiation of 


his personal views implied by such a shift of policy. 
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15, A third course lies in a continuation of present 
trends inthe economy. There appears to be a zeneral 
lack of momentusy: in the economy, prelin.dnary signs of 
a graduil decline in industrial production, very faint 
signe of problems in agricultural production, and good 
eigns that the administrative geara are not meshing with 
their former precision. The regime shows no indication 
of taking measures to meet these problems, and in the 
near-term it is likely that a gradual and almost impercep- 
tible ecunermic decline may occur. Under thease conditions, 
the existing Chinese prohlam with increasing export capa- 
bilities would be exacerbated as industrial production and, 
perhaps, agricultural production declined below the levels 
of previous years. The resulting contradiction in Chinese 
exports would lead to decreases in Chinces imports of 
machinery and equipment from the Free World. If serious 


shortialle occurred in agricultural production, Free Worle 
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gxvain and fertilizers could become the main component 


of Chinese imports. Nevertheless, these postulated 
effects of the cultural revolution on foreign trade are 
likely to appear only gradually, perhaps over a period 


of one or more yeare, 
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